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WHY FINANCIAL TRANSPARENCY WITHOUT FINANCIAL LITERACY IS NOT ENOUGH: THE
GLOBAL IMPACT OF EDUCATION ON FINANCIAL LITERACY RATES

Jenn Schlumpf*
INTRODUCTION

The subprime mortgage crisis in the United States in the late 2000s and the ensuing
international financial market crash changed the lives of millions.1 The subprime mortgage
crisis was caused by individuals who defaulted on their mortgages and crashed the U.S. housing
market2 and directly affected those who had already received subprime mortgages-typically
borrowers with poor credit history.3 Further, this crisis triggered the Great Recession, which
changed how the world's financial leaders approached consumer debt applications.4
Due to the wide-reached effects of the subprime mortgage crisis, some have tried to
narrow the blame to lenders who promoted predatory loans for individuals with a high risk of
default.5 Alternatively, others have argued that the borrowers seeking subprime mortgages
should have understood the consequences of taking out a loan that they would have difficulty
paying.6 However, both arguments do not acknowledge a more important and fundamental
question-would borrowers have sought these loans if they had understood the financial

* George Mason University Antonin Scalia Law School, J.D. 2020.
1 Jenny Anderson & Heather Simmons, Why a U.S. Subprime Mortgage CrisisIs Felt Around the World, N.Y.
TimEs (Aug. 31, 2017), https://www.nytimes.com/2007/08/31/business/worldbusiness/3 lderivatives.html.
2John

v. Duca, Subprime Mortgage Crisis, FEDERAL RESERVE HISTORY (Nov. 22,
2013),
https://www.federalreservehistory.org/essays/subprime-mortgage-crisis.
3 Ronnie Cohen & Shannon O'Byrne, Burning Down the House: Law, Emotion, and the Subprime Mortgage
Crisis, 45 REAL PROP. TR. & EST. L.J. 677, 678 (2001).
4

See Anderson & Simmons, supra note 1.

5 List Smith, Subprime Lending: Helping Hand or Underhanded,

INVESTOPEDIA (Nov. 18, 2016),
https://www.investopedia.com/articles/basics/07/subprime_basics.asp. See also Alan M. White, The Case for
Banning Subprime Mortgages, 77 U. CIN. REV. 617, 633-34 (2008).

See Max Ehrenfreund, It's Time to Stop Blaming Poor Peoplefor the FinancialCrisis, WASH. POST (June 15,
2017), https://www.washingtonpost.com/news/wonk/wp/2017/06/15/its-time-to-stop-blaming-poor-people-forthe-financial-crisis/ (citing Manuel Adelino, Antoinette Schoar, & Felipe Severino, Dynamics of Housing Debt in
the Recent Boom and Great Recession (June 2017), https://www.nber.org/papers/w23502 (arguing that home
loans to a wide variety of borrowers, not just those with a poor credit history, created the housing bubble)).
6

ramifications? Stated differently, would the borrowers who sought subprime mortgages have
taken them out if they had been financially literate?
This Article addresses the issue of financial literacy and consumer protection. Section
I provides background information on current financial regulations, both in the United States
and internationally, which assist retail consumers when making financial decisions. This
Section also addresses current federal financial regulations imposed on institutions to better
protect consumers. Section II addresses financial literacy and its role in consumer protection.
Section II also suggests that agencies and governmental entities should focus on increasing
financial literacy rates. Finally, Section III explores the policy concerns of using financial
literacy as a regulatory tool and the influence it may have on the global financial market. This
Article concludes

stating that by utilizing a two-pronged approach-disclosure

and

education-consumers will be able to access and understand the information required make
rational, economic decisions.
I.

FINANCIAL LITERACY AND ITS ROLE AS A REGULATORY TOOL

Global financial literacy rates are abysmal.' Even countries with advanced economies,
like the United States, Canada, and the United Kingdom, have low financial literacy rates'. The
range of populations from around the world who are financial literate range from 13% to 71%. 9
Not surprisingly, women and low-income individuals have lower financial literacy rates than
the average adult in their respective countries. 10 Although some assume that financial literacy
must include knowledge about complex financial issues, like mutual money market funds or

Leora Kapper, Annamarie Lusardi, & Peter van Oudheusden, FinancialLiteracyAround the World. Standard
& Poor'sRatings Services GlobalFinancialLiteracy Survey, GLOBAL FIN. LITERACY EXCELLENCE CTR. (2015),
https://gflec.org/wp-content/uploads/2015/11/Finlit paper_16_F2_singles.pdf.
?

8

Id. at 9, 23-15.

9 Id. at 6.
10

Id. at 12.
1

the stock market, this is false." Financial literacy is much more simple; consequently, it is
disturbing that many retail consumers do not know these simple financial concepts.

12

Financial literacy encompasses concepts from like compounding interest and inflation,
to more complex issues like risk and return, the types of assets available, credits cards, and the
stock market.13 Generally, a financially literate consumer will increase their capital wealth,
deposit or invest capital they do not immediately need for regular expenses and borrow
additional capital for ventures that they are unable to pay for upfront.14 However, financially
illiterate consumers make poor financial decisions and are more likely to either decrease their
capital wealth or cause them to leave money on the table."
Retail consumers, also known as retail investors, are individuals who participate in
financial markets.16 This participation may be as simple as having a bank account or investing
in a retirement account.1 7 For contrast, investment banks or other financial businesses and
institutions are not considered retail investors.1 8 Currently, a wide array of financial services
and products are marketed to retail consumers, but these marketing strategies vary between
countries. 19 For example, lending or debt-based consumer products, like home mortgages,

" Angela A. Hung, Andrew M. Parker, & Joanne K. Yoong, Defining and MeasuringFinancialLiteracy 3
(RAND Corp., Working Paper No. WR-708, 2009).
Annamaria Lusardi and P. Tufano, Debt Literacy, FinancialExperiences, and Overindebtedness 1 (Nat'l
Bureau Econ. Res., Working Paper No. 14808, 2009), https://www.nber.org/papers/w14808.
12

Annamaria Lusardi, FinancialLiteracy: Do People Know the ABCs of Finance?, 24 PUB. UNDERSTANDING
SCd. 260, 264 (2015), https://gflec.org/wp-content/uploads/2014/02/Financial-Literacy-Do-People-Know-theABCs-of-Finance-2015-Public-Understanding-of-Science.pdf?x66755.
13

s Id. at 268-69.
15

Lusardi & Tufano, supra note 12.

16

Barclay Palmer, Institutionalvs. Retail Investors: What's the Difference?,

INVESTOPEDIA

(June 25, 2019),

https://www.investopedia.com/ask/answers/06/institutionalinvestor. asp.
Mary Jo White, Speech at 2014 Consumer Assembly: Protecting the Retail Investor, SEC
(Mar. 21, 2014),
https://www.sec.gov/news/speech/mjw-speech-032114-protecting-retail-investor.
17

18

Palmer, supra note 16.

19 Symposium, Proceedings of the OECD/INFE/GFLEC Global Policy Research Symposium to Advance
Financial
Literacy,
OECD
20-23
(Oct.
31,
2013),
https://gflec.org/wpcontent/uploads/2015/03/ProceedingsOECD_GFLEC1 stSymposiumParis_2013.pdf?x27841.

2

credit cards, and car loans, are typically the top-marketed financial products in the United
States. 20 Meanwhile, non-debt-based products, like savings accounts, are highly marketed in
the European Union and Asia. 2 1 Although this may be due to cultural differences between
regions, the United States is unusual in the debt ratio of the typical retail consumer. 22
Financial literacy encompasses four core concepts retail consumers should understand
to make rational, economic decisions to further their financial goals: compounding interest,
inflation, interest, and risk diversification. 2 3 Some studies have included additional concepts,
like insurance or investment diversification in their analysis of financial literacy. 24 An
individual is considered financially literate if they can correctly answer questions on at least
three of the four original concepts. 25 These core questions were created by Director Annamaria
Lusardi and Professor Olivia S. Mitchell and are the foundation for many, if not all, financial
literacy questionnaires. 26 Their questions include:
1. Suppose you had $100 in a savings account, and the interest rate was 2%
per year. After five years, how much do you think you would have in the
account if you left the money to grow? (numeracy interest)
More than $102
Exactly $102
Less than $102
Do not know
Refuse to Answer
20
21

Id. at 13-14.
d. at 14.

22 Annamarie Lusardi, Olivia S. Mitchell, & Noemi Oggero, The ChangingFactof Debt and FinancialFragility

at Older Ages, AM. ECON. ASS'N. 5 (May 2018), https://gflec.org/wp-content/uploads/2018/06/Changing-Faceof-Debt-and-Financial-Fragility-at-Older-Ages.pdf?x70028.
Annamaria Lusardi & Olivia S. Mitchell, FinancialLiteracyAround the World: An Overview, 10 J. PENSION
ECON. & FIN. 497, 499 (2011), https://www.cambridge.org/core/journals/journal-of-pension-economics-andfinance/article/financial-literacy-around-the-world-an-overview/0488F901318EOFBC4C92DC6E964AB89C.
See also Leora Klapper, Annamaria Lusardi, & Peter van Oudheusden, FinancialLiteracy Around the World:
Insightsfrom the Standard & Poor'sRatings Services Global FinancialLiteracy Survey, GLOBAL FIN. LITERACY
EXCELLENCE CTR. 4-5 (Nov. 2015), https://gflec.org/wp-content/uploads/2015/11/3313-FinlitReport_FINAL5.11.16.pdf?x49702.
23

Paul J. Yakoboski et al., The 2018 TIAA Institute-GFLECPersonal Finance Index: The State of Financial
GLOBAL FIN. LITERACY EXCELLENCE CTR. 4 (Apr. 2018), https://gflec.org/wpcontent/uploads/2018/04/TIAA_GFLEC_Report _PFinlndex April2018_fin.pdf?x27841.
24

Literacy Among U.S. Adults,
25

Klapper, Lusardi, & van Oudheusden, supra note 7, at 7.

26

See, e.g., Lusardi & Mitchell, supra note 23.
3

2. Imagine that the interest rate on your savings account was 1% per year
and inflation was 2% per year. After 1 year, how much would you be able
to buy with the money in this account? (inflation)
More than today
Exactly the same
Less than today
Do not know
Refuse to answer
3. Please tell me whether this statement is true or false. "Buying a single
company's stock usually provides a safer return than a stock mutual fund."
True

False

7

Lusardi and Mitchell later added a fourth question to include compound interest in their
analysis of financial literacy, but the basic principles remain the same. 2 8 Additionally, other
financial literacy questionnaires may include questions concerning insurance or investments,
but typically include some variation of this original questionnaire. 29
Concerning Lusardi and Michell's basic questionnaire, only 55% of retail consumers
from advanced economies were able to answer the majority of these questions correctly and
are, therefore, considered financially literate, while only 28% of retail consumers in emerging
economies could do the same. 30 Although countries with a higher GDP and more advanced
economic marketplace generally have higher levels of financial literacy, studies on financial
literacy consistently show that on average only 33% of the global population is financially
literate at any given time.31 Consequently, consumers from around the world are making
uneducated financial decisions.

27

Lusardi & Mitchell, supra note 23, at 499.

28

Klapper, Lusardi, & van Oudheusden, supra note 7, at 6.

OECD, Frameworkfor the Development of FinancialLiteracy Baseline Surveys: A FirstInternational
ComparativeAnalysis 20-23 (OECD Working Papers on Finance, Insurance, and Private Pensions, Working
Paper No 1, 2009).
29

30

Klapper, Lusardi, & van Oudheusden, supra note 7, at 8.

31

Klapper, Lusardi, & van Oudheusden, supra note 7, at 7.
4

Further, the average retail consumer has not received an adequate education concerning
the impact their decisions have on their short-term personal finances or long-term retirement
plans.3 2 As pension plans phased out in many companies and employees are increasingly in
charge of managing their retirement accounts, many individuals are ill-prepared for retirement
because they lack the basic financial knowledge needed to make decisions concerning their
financial goals.3 3 Additionally, retail consumers lack understanding of how interest impacts
short-term credit lending (i.e., credit cards), which may lead consumers to incur increasingly
large amounts of credit card debt and the high-interest rates associated with credit cards or
other high-cost borrowing methods.3 4 Due to their lack of financial literacy, people do not
understand how their personal financial decisions effect the broader economy

and,

consequently, they are unaware of the role they play in the global financial markets."
A.

The Influence of FinancialLiteracy on Personal FinancialDecisions

Despite not being financial literate, retail consumers manage not only their daily
finances but also their long-term savings and retirement accounts.3 6 These financial decisions
create both long- and short-term consequences. 3 7 In the short-term, individuals must have
access to liquid assets (i.e., cash) to pay for their daily or monthly expenses. 38 These expenses

32

SEC,

STUDY REGARDING FINANCIAL

LITERACY

AMONG INVESTORS,

https://www.sec.gov/news/studies/2012/917-financial-literacy-study-partl

vii-viii,

15-16

(Aug.

2012),

.pdf.

33 See Lusardi, Mitchell, & Oggero, supra note 22, at 108. See also Annamaria Lusardi & Olivia S. Mitchell, Baby
Boomer Retirement Security: The Roles ofPlanning, FinancialLiteracy, andHousing Wealth 14-16 (Nat'l Bureau
of Econ. Res., Working Paper No. 12585, 2006), https://www.nber.org/papers/w 12585.
34 Annamaria Lusardi & Carlo de Bassa Schresberg, FinancialLiteracy and High-Cost Borrowing in the United
States
14
(Nat'l
Bureau
of
Econ.
Res.,
Working
Paper No.
18969,
Apr.
2013),
https://www.nber.org/papers/wl8969.
35

Klapper, Lusardi, & van Oudheusden, supra note 7, at 21.

Thinking About Investing in the Latest Hot Stock?, SEC (Jan. 30, 2021), https://www.sec.gov/oiea/investoralerts-and-bulletins/risks-short-term-trading-based-social-media-investor-alert - BB R. 18.2.2

36

37 See Lusardi & Mitchell, supra note 23, at 506-7.
38

See Steven Nickolas, What Investments are ConsideredLiquidAssets?, INVESTOPEDIA (May 7, 2019),

https://www.investopedia.com/ask/answers/032715/what-items-are-considered-liquid-assets.asp
liquid assets can be treated the same as case or can be sold for cash very easily).
5

(showing that

include groceries, rent, mortgage payments, insurance premiums, or other regular bills. 39 On
the other hand, retail investors also make financial decisions concerning their long-term goals
which generally include illiquid assets. 40 These long-term goals may include saving for large
purchases, investing, or ensuring that retirement accounts have adequate capital. 4 1 However,
as stated infra, retail consumers lack rudimentary financial knowledge required to make
decisions which would further their financial goals.

42

Retail consumers, especially those who do not fully understand how markets work, are
can be easily manipulated into making irrational decisions. 4 3 Without receiving an financial
education, or at least some fundamental financial literacy training, consumers may place their
trust in an unsound investment or refuse to participate in a transaction because they do not
understand how they would benefit and needlessly fear the end result. 4 4
These emotional responses to financial transactions have been called "Animal
Spirits". 45 This term refers to the emotional, instead of rational, responses retail consumer may
have when making a financial decisions. 46 For example, borrowers who received a subprime
mortgage loan, a financial good, that most likely satisfied some psychological or cultural need

39

Id.

4

"IlliquidAssets

An Introduction,EQUITYMULTIPLE (May 14, 2019),

https://equitymultiple.medium.com/illiquid-assets-an-introduction-eede56c le947 ("The idea that invested capital
may be tied up for years, or for an indeterminate amount of time, can be a non-starter for investors who need
more immediate access to cash, or who lack the experience to truly get comfortable with longer-term holds.").
41

Id.

42

See supra text accompanying notes 33-34.

43 Glenn Curtis, The Importance of Trading Psychology: ContainingFear and GreedAre Key to Making Money,

INVESTOPEDIA (Apr. 4, 2020), https://www.investopedia.com/articles/trading/02/110502.asp.
44 See Xavier Gabaix & David Laibson, ShroudedAttributes, Consumer Myopia, and Information Suppression in

CompetitiveMarkets, 121 Q. J. OF ECON. 505, 509, 516 (2006) (stating that financial firms do not have an incentive
to educate consumer because they are able to exploit myopic consumers due to their inability to benefit from
certain transactions or take advantage of special offers).
45 GEORGE A. AKERLOF & ROBERT

J.

SHILLER, ANIMAL SPIRITS: How HUMAN PSYCHOLOGY DRIVES THE

ECONOMY, AND WHY IT MATTERS FOR GLOBAL CAPITALISM 3-4 (2009) (crediting John Maynard Keynes for the
creating the term "animal spirits" to describe an individual's inconsistent or economically irrational actions).
46

Id

6

to own a home. 47 However, providing subprime mortgages to high-risk individuals was
ultimately a predatory banking practice and resulted in thousands of borrowers making poor
financial decisions, defaulting on their loans, and contributing to the Great Recession. 48 The
animal spirits or emotions of these retail consumers were manipulated by cultural pressure 49
and advertising5 0 to make a devastating financial decisions.
B.

Current Efforts to Increase Financial Literacy
1.

UnitedStates
a. Financial Literacy Curriculum Recommendations

Currently, the United States federal government does not require financial literacy
education for students in elementary, middle, or high school." Consequently, many students
matriculate financially illiterate." Although there is still the preconceived notion that parents
or guardians will provide at least rudimentary financial education to their children, many
parents and guardians lack the knowledge or capability to provide such an education
especially if the parents or guardians themselves come from a low-income background."
Additionally, parents from low-income families are likely unfamiliar with financial institutions
or long-term financial planning and are financially illiterate themselves; consequently, they are

Matthew Kassel, The Psychology of Buying and Selling a House: How Our Emotions Influence the Homes We
Choose and the Prices We Pay, WALL ST. J. (June 12, 2016), https://www.wsj.com/articles/the-psychology-ofbuying-and-selling-a-house-1465783741.
4?

48

Ehrenfreund, supra note 6.

a9 See Kassel, supra note 47.
50 See Symposium, OECD, supra note 19, at 13-14.
51 In the United States, primary school includes all elementary school and middle school classes up to the th grade.
8

Secondary school is equivalent to high school, while tertiary school includes university.
Michael P. Cameron et al., PersonalFinancialLiteracyAmong High School Students in New Zealand,
Japan,
and the United States 4 (Univ. of Waikato, Dept. of Econ. Working Paper No. 13/04, Mar. 2013),
https://ideas.repec.org/p/wai/econwp/13 -04.html.
52

53

Elizabeth Johnson & Margaret S. Sherraden, From FinancialLiteracy to FinancialCapabilityAmong Youth,

34 J. Soc. & Soc.

WELFARE

119, 124 (2007).
7

unable to provide an appropriate financial educate to their children.5 4 For example, those born
in the United States from 1948 to 1953 (the "Early Boomers") had higher debt and lower
savings and investments than the generation immediately preceding them. 55 As this generation
nears retirement age, many are discovering retirement is financial unfeasible. 56 There are many
potential causes for this lack of retirement funds that range from events beyond their control,
like the stock market decline in the late 2000s, to poor personal financial planning, but a lack
of financial literacy must not be underestimated or ignored as a contributing factor. 57 Therefore,
it is teachers, not parents, who are left to teach students how to manage finances.
In 2006, the National

Association

of State Boards of Education (NASBE)

recommended that schools begin including financial education in their K-12 curriculum. 58 In
their report, NASBE shared that integrating financial education into the pre-existing curriculum
for elementary students and expanding the concepts in middle and high school would be the
most beneficial.

59

As part of this new curriculum study included in the NASBE's report,

children showed improved spending patterns, which indicated that incorporating financial
education at a young age helps to create the foundation for knowledgeable financial decisions
and an ability to pursue specific financial goals both now and in the future. 60
Additionally, the Financial Literacy & Education Commission (FLEC) suggested a
five-prong approach to increasing financial literacy in schools: educational state standards,

5 Jeanne M. Hogarth, Sondra G. Beverly, & Marianne Hilgert, Patternsof FinancialBehaviors Implicationsfor

Community Educators and Policymakers 4
doi=10.1.1.196.5257.

(Feb. 2003),

http://citeseerx.ist.psu.edu/viewdoc/summary?

" Lusardi, Mitchell, & Oggero, supra note 22, at 110.
Barbara A. Frieberg, Are We in a Baby Boomer Retirement Crisis, INVESTOPEDIA (last updated Apr. 29, 2020),
https://www.investopedia.com/articles/personal-finance/032216/are-we-baby-boomer-retirement-crisis.asp?.
56

57

Id.

58

NASBE COMM'N ON FIN. AND INV. LITERACY, WHO WILL OWN OUR CHILDREN? 15-16 (Oct. 2006).

59

Id.

60

NASBE COMM'N ON FIN. AND INV. LITERACY, supra note 58, at 18.
8

testing, curriculum or textbooks, financial education materials, and trained teachers. 6 1 Much
like the NASBE's recommendation, FLEC also suggests that schools unable to provide a standalone class should incorporate financial responsibility and education into current curriculums. 62
Not

only that,

but FLEC's recommendations

are

an expansion

of the NASBE's

recommendations and includes training teachers so they can provide adequate financial
education to their students. 63 Much like parents and guardians as discussed previously, many
teachers are also financially illiterate. 64 Once they understand these concepts, teachers can
implement this new-found knowledge into their classrooms, as well as utilizing any additional
skills gained through financial education training. 65 Knowing this, it follows that any financial
literacy education programs should also require rigorous teacher training to ensure that they
can adequately educate their students.
b.

State Action to Raise Financial Literacy Rates in Schools

Despite these recommendations, there are still no federal regulations required that
schools provide financial literacy courses. However, several states have taken it upon
themselves to require this education. 66 Currently, forty-five states include personal finance
education in either their primary and secondary school curriculums, 67 while twenty-one states
take this a step further and require high school students to take a course on personal finance. 68
However, there is no uniform curriculum between the states to ensure that their students

61

FIN.

LITERACY

&

EDUC.

COMM'N,

TAKING

OWNERSHIP

OF

THE

FUTURE

87-94

(2006),

https://eric.ed.gov/?id=ED496720.
62 Id.
63

Id.

Corinne Baron-Donovan, Richard L. Wiener, Karen Gross, & Susan Block-Lieb, FinancialLiteracy Teacher
Training:A Multiple-MeasureEvaluation, 16 J. FIN. COUNS. & PLAN. 63, 71 (2005).
64

65

1d. at 72.

66

COUNCIL FOR ECON. EDUC., 2018 Survey of the States (2018), www.councilforeconed.org/surveyofthestates.

67 1d.
68

Eric Rosenbaum, How Each US State is Shaping the PersonalFinanceIQ offts Students, CNBC
(Feb. 5, 2020),
https://www.cnbc.com/2020/02/05/how-each-us-state-is-shaping-the-personal-finance-iq-of-students.html
9

prepared to manage their finances. 69 As such, it is difficult to determine whether the financial
concepts being taught in each school district are adequately taught in an age-appropriate
manner to ensure the students retain enough information to be financially literate and apply
this information when making financial decisions.
c. Financial Education for University Students
Much like their early education counterparts, higher education institutions are not
required to provide financial literacy, personal finance, or economics courses as part of the
general education requirements all university or college students need to complete to
graduate. 70 This is surprising as university students face increasingly complex financial
concepts that will impact their future, like rising tuition, student loans, and stagnant wages. 7 1
Interestingly, financially literate university students are not typically business or economics
majors, but rather those who study science, social science, or engineering. 72 However, students
who did take a personal finance or economics course did marginally better than the average
student on financial literacy questionnaires or quizzes. 73 This indicates that although a
background in economics is useful for understanding financial concepts, it is more important
for university and college students to study personal finance to become financially literate.

69

Sharon Tennyson & Chau Nguyen, State CurriculumMandates and Student Knowledge of PersonalFinance,

35 J. CONSUMER AFFS. 241, 243, 249 (2001) (finding that students in states with a mandate requiring personal
finance education on average answered only 56.9% of the financial literacy questions correctly as compared to
the 56.5% of correct answer by students from a non-mandated state).
70 There is a strong correlation between studying economics and financial literacy. See Johnson & Sherraden,
supra note 53, at 121.

71 FIN. LITERACY & EDUC. COMM'N, BEST PRACTICES FOR FINANCIAL LITERACY AND EDUCATION AT

INSTITUTIONS OF HIGHER EDUCATION 22 (citing the National Postsecondary Student Aid Study, which indicated
that few students could correctly answer basic questions concerning federal student loans and that only 28% of
university students answered three basic financial literacy questions correctly).
72 See Lewis Mandell, Presentation at the American Economic Association Meetings: The Impact of Financial
Education in High School and College on Financial Literacy and Subsequent Financial Decisions at 20 (Jan. 4,
2009).
73

Id
10

Unfortunately, the United States is facing a new financial crisis that directly impacts
students today-student loans. The Student Loan Crisis is a hotly debated policy issue, and the
potential decreased earning potential of the Millennial and Generation Z generations is a
frequent topic of discussion for news stations.7 4 Currently, over $1.5 trillion is owed by more
than 44 million borrowers and over $31 billion debt that is overdue by at least three months.75
High-interest rates and underemployment indicate that Millennials and Generation Z will not
be able to afford home mortgages, car loans, or invest their money at the same rate their parents
did due to high student loan payments.7 6 However, the underlying false dichotomy concerning
a university education-that one must attend a four-year university or no school at all-could
be prevented or, at the very least lessened, by financial literacy courses, as young adults could
determine whether they require a degree for their desired career or if they could immediately
join the workforce upon graduating high school. 77
Overall, students in the United States, from elementary school through university, are
unprepared to make financially sound decisions. Although prior generations were able to rely
on the financial advice from their parents, today's financial markets rapidly change, and young
adults are increasingly asked to make significant financial decisions that their parents were not
even given the choice to make. 78 To resolve this issue, financial education must be incorporated

See James Wellemeyer, Half of Young Americans Say Their Degree is Irrelevant to Their Work,
MARKETWATCH (Aug. 22, 2019), https://www.marketwatch.com/story/half-of-young-americans-say-collegeisnt-necessary-2019-08-06. See also Ryan Jenkins, This is Why Generation Z Will Skip College, INC. (Feb. 21,
2018), https://www.inc.com/iyan-jenkins/straight-to-work-6-reasons-generation-z-will-skip-college.html.
?1

Zack Friedman, Here's How To Buy A House When You Have Student Loan Debt, FORBES (Jul. 18, 2018)
https://www.forbes.com/sites/zackfriedman/2018/07/18/student-loans-mortgage-home/#4e671af05752.
?1

76

NAT'L CENTER FOR EDUC. STATS, EarlyMillennials: The Sophomore Class of 2002 a Decade Later 70, INST.
EDUC. SCIENCES (2017), https://nces.ed.gov/pubs20l7/2017437.pdf. See also Jana Kasperkevic, Study:
Millennials still struggling with student debt and underemployment, MARKETPLACE (Jul. 4, 2017),
https://www.marketplace.org/2017/07/04/study-millennials-still-struggling-student-debt-andunderemployment/.
77 Mandell, supra note 72, at 6.
78

Wesley Whistle, Millenials and Student Loans: Rising Debts and Disparities,NEW
AMERICA,

https: //www. newamuerica. org/millennials/reports/emerging-millennial-wealth-gap/mllennials-and-student-loansrising-debts-and-disparities/ (last visited Mar. 22, 2021)
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into existing curriculums to expose children and teenagers to financial concepts prior to
university and general education requirements in universities and colleges must change to
include financial literacy or personal finance courses to increase financial literacy in the United
States.
2. European Union
Although overarching trends vary by region, there are some general commonalities
between countries both in the European Union and elsewhere. For example, women and lowincome individuals score lower on financial literacy than men or high-income individuals.79
Advanced economies have higher scores than non-advanced economies. 80 Another trend shows
that increasing education levels correlates to answering more questions correctly on financial
literacy questionnaires.8 1 One trend commonly found in the European Union is that countries
that score high on mathematics and science tests typically also score well on financial literacy
questions involving numeracy. 8 2 In addition, individuals who reside in countries that that
recently experienced inflation answered financial literacy questions about inflation correctly. 83
Finally, financial literacy has been associated with decreasing elements associated with poverty
and social immobility. 84 Understanding these overarching trends is important when looking at
how other countries address financial illiteracy.
Financial illiteracy is not limited to the United States and is a growing concern in the
European Union.8 5 For example, the aging population in the European Union is beginning to
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strain the pension systems currently in place. 86 Although individuals may save for retirement
in the European Union, it is much more likely that they rely on the defined benefit retirement
plans or social welfare programs currently in place once they retire.8 7 Nonetheless, individuals
who solely subsist on these programs may face financial strain when future financial crises
occur, and government funding is either decreased or removed entirely.8 8 Further, the
privatization of pensions will leave those who are financially illiterate unable to retire as they
will not have the capabilities to understand how to manage their pensions. 89 Although not the
standard in Europe, individuals who do contribute to retirement, investment, or savings
accounts are more likely to be financially literate than those who do not.90 Unless citizens in
the European Union become financially literate, understand how to manage their pensions, or
create alternative sources of revenue for their retirement, countries will bear an increasingly
difficult burden of providing for their aging populations with a dwindling workforce. 9 1
II.

FINANCIAL LITERACY AND CONSUMER PROTECTION

A. The Role of Retail Consumers in FinancialMarkets
Whether or not they understand, retail consumers-and their money-are crucial to
both domestic and international financial markets. For example, banks, one of the most
common and generally understood financial institutions, cannot generate loans for consumers
unless multiple individuals deposit money into savings accounts. 92 Banks then utilize the

See, e.g., Bernhard Ebbinghaus, The Privatization and Marketization of Pension in Europe: A Double
Transformation Facingthe Crisis, 1 EURO. POL'Y ANALYSIS 56 (2015).
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For the Poor, Of Using A Bank, THE NEW YORKER (Oct. 9, 2013) (explaining that banks do not necessarily serve
the financial interests of poor and lower middle-class individuals due to the costs associated with opening and
maintaining an account as well as the lack of transparent banking practices the cause the individual to incur fees).
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money in these accounts to create loans and give account owners a portion of the income
generated from the loan in the form of interest. 93 This is just one way banks generate the
revenue necessary to function. 94 Unfortunately, banks are inherently fragile due to the shorttime liabilities and long-term assets they balance. 95 Continuing this example further, loans are
long-term investments and the bank generally cannot force a borrower to pay back the loan
quicker than the contracted for terms in the loan agreement.9 6 However, money placed in a
bank account, which the bank utilized to create the loan, may be withdrawn at any time the
depositor desires. 97 Consequently, banks have found themselves in situations where their
financial assets were tied up in long-term investments and unable to be used to satisfy the
immediate demands for cash from depositors wishing to withdraw their money. 98 Due to this
inherent fragility, it is inevitable that banks will find themselves in this predicament again in
the future. 99
Further compounding the problem, financial institutions engage in confusing and
opaque business practices. 100 For example, banks may securitize consumer loans by bundling
them into special purpose vehicles (SPVs) and sell these loans to other financial institutions. 10 1
The institution that purchases the SPV receives any rights associated with the loan-like the
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94 Other ways include government subsidies or selling and purchasing SPVs among others. See Matthew C. Klein,
How Our Big Banks Really Make Their Money, BLOOMBERG (Mar. 31, 2014); see also PWC, Creating an
Understandingof Special Purpose Vehicles (Dec. 2011).
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right to receive principal and interest payments from the borrower.10 2 The entire process of
bundling loans and selling them in an SPV occurs without the borrowers' consent or knowledge,
and frequently the borrower discovers this happens after the transaction occurs if they learn of
it at all. 103 This lack of transparency concerning financial transactions and business practices
indicates that even financially literate consumers are making financial decisions based on
incomplete information. 104 Without resolving this asymmetry of information, these consumers
will never be able to make appropriate financial decisions as they lack the information to do
so. 105

Unfortunately, even if financial institutions voluntarily chose to become or are
regulated to be more transparent, 106 most retail consumers would not be able to utilize this
knowledge to further their financial goals without first becoming financially literate. A
financially illiterate consumer is unable to understand or utilize the information provided by
transparent financial practices.107 Consequently, transparency in the financial markets and
financial literacy must both be addressed in consumer protection regulations to ensure that
consumers not only have access to important information, but that they also understand such
information.
B. Rationales for Regulating Consumer Protection
1.

The GlobalImpact of Consumer Protection

As evidenced by the subprime mortgage crisis and the Great Recession, national
financial regulations no longer effect the country that created them, but also can have
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significant global affects. 108 For example, United States lawmakers repealed the Glass-Steagall
Act in 1999-an act initially passed during the Great Depression.

109

The Glass-Steagall Act

separated commercial and investment banks as well as imposed strict regulations promoting
consumer protection on financial institutions.11 0 However, instead of creating a new, more
efficient regulatory structure, Congress merely deregulated the financial industry and removed
consumer protection standards." This created an economic environment that incentivized
financial institutions to provide loans to risky borrowers, which created a ripple effect resulting
in a globally destructive financial tsunami.1 1 2 The global interdependence in the financial
industry is felt most strongly in financial centers like New York, London, Hong Kong, Tokyo,
and Frankfurt; however, the effects of inadequate financial and consumer protection
regulations can be felt beyond these core countries."

3

Consumer protection encompasses a wide range of regulatory goals-from protecting
consumers from predatory lending practices to preventing fraudsters from praying on the
elderly."

4

Retail consumers, unlike investment banks or other commercial financial entities,

make decisions not only based on any actual financial knowledge they may have, but they also
make decisions based on how the decision makes them feel"

5

or based on how they perceive
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their own financial literacy. 1 ' Further, retail consumers also negatively react to situations that
appear unfair or corrupt, regardless of whether an economic analysis shows an equal exchange
occurred.1 1 7

Although those who belong to nationalistic political movements may believe that
decreasing international trade will benefit their country, 1 ' the financial industry cannot be
unravelled so easily. Legislative bodies should be wary of passing self-interested financial
regulations or legislation that impact not only their constituents but also damage the
international financial markets. If legislators and regulators are intent on deregulating the
financial services industry, then they should equip their constituents with the financial
knowledge necessary to become financially literate and pursue their financial goals.
2.

Benefits of Consumer Protection

After the financial market crisis and during the Great Recession, President Barack
Obama signed into law a new set of financial regulations-the Dodd-Frank Act. 1 19 Dodd-Frank
not only tried to increase transparent business practices for financial institutions, but it also
created the Bureau of Consumer Financial Protection. 120 Unfortunately, over the last decade,
the SEC has not been able to satisfy all of the requirements set for in Dodd-Frank. 12 1
Although there are several benefits to protecting consumers should be a governmental
priority, there are two main reasons why creating regulations concerning financial literacy are
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Protection Act,

SEC,

beneficial. First, financially literate retail consumers are less likely to react emotionally to the
inevitable market fluctuations, thereby creating a more stable economy. For example, during
the subprime mortgage crisis and the ensuing financial market crash, retail investors nearing
retirement, primarily the Boomer generation, quickly sold assets held in their retirement
accounts.1 22 However, the assets were sold at below-market prices due to fearfully reacting to
what they thought the market would do in the future. 12 3 Instead of selling their investments
during a downturn in the market, these retail investors should have waited until the market
normalized and the economy started growing again. 12 4 Due to their uninformed and uneducated
reaction to a fluctuating market, these individuals are now finding it difficult to retire. 121
Second, financially literate consumers will help grow the economy by investing
appropriately and not reacting fearfully when the market fluctuates. The financial crisis of
2008-2009 was made significantly worse because retail investors sold their financial assets in
a fire-sale type manner. These investors lost thousands of dollars they needed to retire when
instead they could have delayed retirement for a few years until the market recovered and then
retired. 126 As a result of their rash decision to sell when the stock market was down, these
individuals are now working years after they thought they would. 127 If these investors had been
financially literate, they would likely have either invested in less risky stocks or would have
understood they needed to wait to sell until after the market started to recovery. 12 8

122 AKERLOF

& SHILLER, supra note 45, at 134-35.

AKERLOF & SHILLER, supra note 45, at 133-34 (stating that fluctuations in the market impacts individual
investors either positively or negatively based on their confidence in the market).
123

Center on Budget and Policy Priorities, Chart Book: The Legacy of the Great Recession
(June 6, 2019),
https://www.cbpp. org/research/economy/chart-book-the-legacy-of-the-great-recession.
124

125

Alana Semuels, This Is What Life Without Retirement Savings Looks Like, THE

ATLANTIC (Feb. 22, 2018),

https://www.theatlantic.com/business/archive/2018/02/pensions-safety-net-california/553970/.
126

See Lusardi & Mitchell, supra note 23.

127

See, e.g., Lusardi & Mitchell, supra note 23.

Shoshanna Delventhal, One Thing Never to Do When the Stock Market Goes Down, INVESTOPEDIA (last
updatedJan. 10,2021), https://www.investopedia.com/articles/investing/030716/one-thing-never-do-when-stockmarket-goes-down. asp.
128

18

III.

FINANCIAL EDUCATION AS ONE COMPONENT FOR CONSUMER PROTECTION

Consumers cannot overcome their biases or make rational decisions within financial
markets unless they understand how the markets work and how to interpret financial
information.1 29 This is especially crucial for retail consumers who make decisions concerning
their retirement, savings, and other long-term investment accounts without guidance.1 3 0
Because these individuals make decisions without any training or education, they may not have
adequate wealth to retire or achieve other financial goals, and ultimately rely on social
programs as their sole source of income once they leave the workforce. 131 Although this
problem concerning retirement may not be as prevalent an issue in countries with defined
benefit pension plans instead of defined contribution plans, this is a problematic issue in the
United States. 132 Financially illiterate individuals are generally unable to seek out opportunities
that generate the wealth they need to maintain the standard of living they desire after retirement
since they lack the necessary education or training to do so.
First, as mentioned previously, financial education beginning in elementary or primary
school is critical. Due to the lack of adult financial literacy, the home environment no longer
provides children with the tools needed to navigate an increasingly complex financial system.
National regulations should be passed incorporating financial education into pre-existing
curriculums as this would cause minimum disruption and would complement numeracy or
economics courses.
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However, even if financial education was immediately implemented into schools, this
would only impact younger generations, exclude those who have already graduated, and those
already in the workforce. One solution is to create regulations that encourage or require
employers providing retirement plans for their employees to also create an educational program
to ensure those participating in the retirement program can understand how long-term
investment and retirement programs function. Employers are in an excellent position to educate
the workforce as the employees frequently use offered long-term retirement investment
services, like 401k or 503b plans, to ensure future financial stability. 13 3 However, many of
these plans allow employees to choose what they want to invest despite their lack of financial
literacy, which creates a potential economic weakness for the employee. 1 34 Employers who
implement educational programs aimed at assisting their employees in making better financial
decisions may, at the very least, help ensure that these employees understand how and why
investing in diversified mutual funds are better than investing in single stocks, for example. 1
Unfortunately, unless regulators create incentives for employers,

5

an employer-created

educational regime may be too limited in scope to address broader market failures.
Alternatively, if education cannot be provided in a workplace setting, institutional
lenders, like banks, should provide primary education for consumers before permitting
consumers to take out loans. This is already being done in some areas, where banks require a
financing course for first-time home mortgage borrowers. Although employer and bank
provided education may have a global benefit, countries where there is a state-funded pension
scheme would see a decreased importance on this system.
IV.

POLICY CONCERNS
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A. Costs Associated with Incorporating New Educational Standards
Ideally, financial education should begin at a young age. Individuals are being asked to
make critical financial decisions earlier in life now than in prior generations, as the rising costs
of higher education weigh heavily on the minds of many high school and university students. 13 6
However, there is already a decreasing number of students choosing to attend universities and,
consequently, many schools are closing down.1

7

The same effect can be seen in graduate and

law schools as well, as students have determined the costs associated with graduate-level
education, primarily delayed wage-earning potential and student loans, do not outweigh the
benefits, a possibility of increased wages in the long-term. Consequently, higher education
institutions are now closing due to the decreased demand for their services and increased
competition for the remaining students. 138 Therefore, financial literacy education at the
university level cannot sufficiently address financial illiteracy as a whole.
Among the costs associated with implementing financial education in primary and
secondary school-potentially the only time in an individual's life to receive financial
education-are the costs associated with creating a new standardized curriculum, training
teachers, and ensuring that students are learning necessary concepts. This may be done through
standardized testing. However, standardized testing its own set of problems, as schools who
administer standardized tests typically teach to the test and may leave out necessary, but rarely
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tested, concepts in order to spend more time and attention on more heavily tested concepts.13'
These tests may also be poorly drafted and lead students to select incorrect answers despite
knowing the material. 14 0 Furthermore, standardized tests, even if well-drafted to include critical
information, may also increase the gap between high- and low-income students. 14 1
Currently, the education policy in the United States promotes a standardized testing
regime. 14 2 Despite its many drawbacks, 143 financial literacy concepts, like numeracy and
inflation, could be easily included on standardized tests. This is especially true if financial
education courses are incorporated into current curriculum. Elementary school children could
be taught fundamental concepts like saving from an early age, while teenagers who are being
taught calculus and trigonometry in high school could study diversification, compounding
interest, and inflation. Because financial literacy includes basic calculations and math,
standardized tests for each grade that cover mathematical concepts could also include the
financial concepts.
Financial education should not be limited to children in the United States. Despite
varying financial and educational structures around the world, the core concepts of financial
literacy remain the same across international borders. Consequently, a financial education
curriculum should be incorporated into schools around the world. Although financial illiteracy
is an internationally recognized issue, there is not uniform program or curriculum currently
being created and included in schools. Although financial literacy research is a growing and
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many suggestions have been made to improve student financial literacy in schools, many
countries have not adopted a formalized curriculum. Instead, teachers are frequently left on
their own to pursue professional development in financial education.144 Although increasing
teachers' financial education should be part of the solution, it should not be the only way
countries try to raise the financial literacy rates of their students.
The costs associated with incorporating financial education into school systems include
creating a financial education curriculum and determining if that curriculum is teaching the
desired concepts are great. However, financial literacy continues to be researched without
strides being taken to practically utilize this information. It is only by creating a financial
education curriculum and incorporating it in schools that we will be able to start tackling the
problem of financial illiteracy.
B. Employer Costs Associated with Providing Financial Education to Employees
Finally, regulators should consider the employer costs associated with implementing
financial education regulations. Due to the ever-increasing popularity of defined contribution
retirement and pension plans, retail consumers are required to navigate increasingly complex
financial goods and services, as well as weigh the risks and benefits associated with each
product. Currently, the costs associated with creating and providing financial education to
employees could be great and an employer most likely will not see any immediate benefit to
themselves in providing this education. 145 Therefore, governments should create incentives,
whether through tax credits or other means, to encourage businesses to begin providing
financial education to its employees. 146 An additional benefit to creating an incentive-based
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scheme is that businesses will compete to provide the best financial education to retain highachieving employees.'
Not only should employers be incentivized to provide financial education to their
employees, governments must also ensure that employer-provided education is updated and
accurate. Because an employer acts as a gateway to help employees save for retirement,
regulators may also want to consider transferring fiduciary or other duties to employers to
ensure that the employer does not negligently or maliciously guide its employees to make longterm, detrimental financial decisions. However, creating a fiduciary obligation may negate any
incentives otherwise provided, as businesses do not want to be held liable if the information
they provide is inaccurate. Regulators must balance the need for updated, thorough and
accurate information against costs incurred by the business.
CONCLUSION

Financial illiteracy is a global problem. It transcends borders, nationalities, and
educational levels. In this way, it is like the very issue it impacts-the role of consumer
protection and global financial markets. Retail consumers are being asked to face increasingly
difficult financial decisions that prior generations did not. From the rise of student loans to the
near eradication of pension plans, individuals must not only start planning for their financial
future as early as possible, but many of the safety nets prior generations were able to use are
no longer available.
Furthermore, financial markets are internationally interconnected. As evidenced by the
subprime mortgage crises and the effect it had around the world, financial institutions are
working across borders. These international relations have introduced or enhanced pre-existing
fragility in financial institutions. Without adequate knowledge on how to not only invest and
save, but also navigate inflation, compound interest, budget, or otherwise interact with financial
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institutions, individuals will never reach their financial goals. Additionally, without
understanding how the financial markets work, retail consumers are more likely to be
influenced by non-economic motives and incentives as well as by their emotions. By increasing
retail consumers financial literacy, these consumers will be less likely to engage in risky
financial behaviors and more likely to act in a financially stable and beneficial way.
Ultimately, financial literacy is a critical component of consumer protection regulations
in combination with additional transparency from financial institutions. If retail consumers and
investors are unable to understand how financial markets, products, and services are supposed
to function, then increased transparency on its own is not enough. Instead, regulators must view
consumer protection laws by first ensuring that the consumer they are trying to protect
understand the information revealed when business practices become more transparent.
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